Study Notes
Partnership Accounts Unit 1 Introduction:

1. Introduction

2.  Definition & Features 
Indian Partnership Act 1932 defines "the relationship between persons who have agreed to share PROFIT of a business carried on by all or any of them acting for all" . SIX Features are:

1. Association of TWO or more
2. AGREEMENT by ALL
3. It should be BUSINESS
4. Business is:
    done by ALL for ALL
    done by ONE for ALL
5. Profit (Loss) SHARING Ratio (PSR)
6. UNLIMITED Liability

Persons entering into this agreement are individually called partners. Collectively, they are called "the Partnership Firm"

3. Limited Liability Partnership (LLP)

Limited Liability Partnership Act 2008 deals with this. It is a body corporate (like limited company). Partners liability is limited to their agreed contribution. Because of its limited liability, this is controlled by Ministry of Company Affairs through ROC.

4.  Main Clauses in Partnership Deed
Partnership Agreement may or may not be registered. When registered, it is called Partnership Deed. It usually contains:

1. Firm Name
2. Start Date
3. Partner wise Capital amount
4. Drawing timings and limits
5. Interest on Capital / Drawing
6. Profit / Loss Sharing Ratio
7. Salary to Partners
8. Variation in Rights & Duties 
9. Valuation of Goodwill
10. Retirement
11. Death
12. Insolvency
13. Disputes
14. Accounts & Audit
Etc, etc, etc

Written Agreement is not compulsory. Agreement may be written or oral.
Agreement registration is not compulsory. When an Agreement is registered and stamped ( signed on stamp paper) it becomes Partnership Deed.
Registration of Partnership Firm is not compulsory.  But an Unregistered Firm But Firm cannot sue others.

If Agreement is not there or silent then provisions of Act will apply.
There  is a Registrar of Partnership Firms which works under State Govt who takes care of registration.



5. Powers of Partners

If no Agreement or Agreement is silent then:

1. No SALARY to partners
2. No INTEREST on CAPITAL payable to partners
3. No INTEREST on DRWAINGS collectable from partners
4. 6% INTEREST payable to partners on LOANS from them
5. Share Profit / Loss EQUALLY

	
All the above FIVE transactions,  WHEN happens, should be accounted through P&L Appropriation A/c ONLY




In the absence of an agreement, interest and salary is payable only if there is profit.

6. Accounts
Similar to Sole Proprietor. But instead of one Capital A/c there will be more. One for each partner. If there are 3 partners, there will be 3 Capital A/cs.

Drawings can be accounted either by debiting Capital A/c or by debiting a separate Drawings A/c. Drawings A/c may be transferred to Capital A/c later.

6.1. P&L Appropriation A/c

	
All the FIVE transactions, given in Para 5 above, should be accounted through P&L Appropriation A/c ONLY. Interest on Drawings is accounted in P&L Appropriation A/c. But Drawings is NOT accounted in P&L Appropriation A/c




6.2. Fixed and Fluctuating Capital
We saw that all entries like Salary, Interest payable on Capital, Interest payable on Loan, Interest receivable on Drawings, Commission payable to partners, Distribution of Profit / Loss, Drawings etc are accounted through the Capital Account. This system is called Fluctuating Capital System as the Capital amount fluctuates after every entry is passed. In this system it is not easy to identify the amount of Capital introduced by the partners.

Under Fixed Capital System, all entries as given above are accounted in a separate account called Current A/c and not through Capital A/c. It is easy to identify the amount of Capital introduced by partners under this system by looking at the balance in the Capital A/c. Under this system, Interest on Capital, if any is paid on Capital A/c balance only. Repayment of Capital (not drawings) which happen rarely is also recorded in Capital A/c.

6.2.1 Interest on Capital
This is an expense to Firm. Interest is payable on the amount for the period. If a partner has introduced amount in the middle of the year, interest is payable only for part of the year.

If agreement is silent then interest on capital is NOT payable.
If interest is payable as per agreement but is silent on payment terms, then Interest is NOT payable if business is in LOSS.
If profit is insufficient to pay interest, then interest is payable in the Capital Sharing Ratio (CSR).



6.2.2. Interest on Drawings
This is an Income to firm. It is collectable only on the amount drawn and for the period of drawing.

If agreement is silent then interest on drawing is NOT collectable
If drawings are done evenly (in equal amounts) and at the BEGINNING of every month then use a multiplier of 6.50
If drawings are done evenly (in equal amounts & at equal intervals) then use a multiplier of 6
If drawings are done evenly (in equal amounts) and at the END of every month then use a multiplier of 5.50

	Computation of Interest on Drawing
	
	Computation of Interest on Drawing
	
	Computation of Interest on Drawing

	Interest Rate 12% p.a. (1% p.m.)
	
	
	Interest Rate 12% p.a. (1% p.m.)
	
	
	Interest Rate 12% p.a. (1% p.m.)
	

	Date
	Drawings
	Months
	Interest
	
	Date
	Drawings
	Months
	Interest
	
	Date
	Drawings
	Months
	Interest

	1st Jan
	1000
	12
	120
	
	15th Jan
	1000
	11.5
	115
	
	3st Jan
	1000
	11
	110

	1st Feb
	1000
	11
	110
	
	15th Feb
	1000
	10.5
	105
	
	28th Feb
	1000
	10
	100

	1st Mar
	1000
	10
	100
	
	15th Mar
	1000
	9.5
	95
	
	31st Mar
	1000
	9
	90

	1st Apr
	1000
	9
	90
	
	15th Apr
	1000
	8.5
	85
	
	30th Apr
	1000
	8
	80

	1st May
	1000
	8
	80
	
	15th May
	1000
	7.5
	75
	
	31st May
	1000
	7
	70

	1st Jun
	1000
	7
	70
	
	15th Jun
	1000
	6.5
	65
	
	30th Jun
	1000
	6
	60

	1st Jul
	1000
	6
	60
	
	15th Jul
	1000
	5.5
	55
	
	31st Jul
	1000
	5
	50

	1st Aug
	1000
	5
	50
	
	15th Aug
	1000
	4.5
	45
	
	31st Aug
	1000
	4
	40

	1st Sep
	1000
	4
	40
	
	15th Sep
	1000
	3.5
	35
	
	30th Sep
	1000
	3
	30

	1st Oct
	1000
	3
	30
	
	15th Oct
	1000
	2.5
	25
	
	31st Oct
	1000
	2
	20

	1st Nov
	1000
	2
	20
	
	15th Nov
	1000
	1.5
	15
	
	30th Nov
	1000
	1
	10

	1st Dec
	1000
	1
	10
	
	15th Dec
	1000
	0.5
	5
	
	31st Dec
	1000
	0
	0

	Total
	12000
	78
	780
	
	Total
	12000
	72
	720
	
	Total
	12000
	66
	660

	Average
	1000
	6.5
	780
	
	Average
	1000
	6
	720
	
	Average
	1000
	5.5
	660



6.2.X. Interest on Loan	
This is an expense to firm. It is payable on the loan received and for the period only. 

If the agreement is silent then payable at 6% p.a.

6.2.X. Salary to Partners	
This is an expense to firm. 

If the agreement is silent then NOT payable

6.2.X. Commission on Profit	
This is an expense to the firm. Commission may be payable as a % profit. For e.g. 5% commission on "net profit after commission"

	STEP 1
	Compute the net profit before commission
	Rs. 10,500

	STEP 2
	Determine commission %
	5

	STEP 3
	Commission + Net profit after Commission = 
	100+5 =105

	STEP 4
	Commission = Profit X 5 / 105 =
	Rs. 500

	CHECK 1
	Profit after commission = 10500 - 500 = 
	Rs. 10,000

	CHECK 2
	Commission = 10,000 X 5% = 
	Rs. 500 (same as STEP 4)



If the agreement is silent then NOT payable

6.2.X. Rent, etc to Partners	
This is an expense to firm. 

If payable as per agreement then debited in P&L A/c and NOT in P&L Appropriation A/c


6.2.3. Guaranteed Minimum Profit (GMP)
One partner may get a guaranteed minimum profit. This guarantee is given by other partners. If profit is insufficient other partners have to pay from their Capital A/c. If agreement is silent, then others have to pay based on their Mutual Profit Sharing Ratio (MSR)

Computation of MSR of Partners B & C
	STEP 1
	Find Partners
	A
	B
	C
	TOTAL

	STEP 2
	Find PSR
	2/10
	3/10
	5/10
	10/10

	STEP 3
	Find MSR Partners
	
	B
	C
	

	STEP 4
	Sun Ratios of MSR Partners
	
	3/10
	5/10
	8/10

	STEP 5
	Find Ratio or Ratios
	
	(3/10)  /  (8/10)=

3/8

	(5/10)  /  (8/10)=

5/8
	

8/8

	CHECK 1
	Ensure that MSR total to ONE
	
	3/8 + 5/8 = 8/8 =1
	



If B&C guarantees profit of Rs.8000 to A and if there are no profits, then B will pay 3000 and C will pay 5000. 

